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Economy in Government 


Using More Individual Ingenuity, Less Federal Aid, Key to Budget Problems 


by DANIEL W. BELL, Former Undersecretary of the Treasury 


I have divided this talk into three parts: (1) The budget and its functional breakdown; (2) 
The difficulties faced in making reductions; (3) Some suggestions for action. 


First, then, the budget itself and its functional breakdown. This unfortunately will bore you 
with some figures, but they are necessary to an understanding of the problem. The figures | 


promise to keep to a minimum. 


Since the submission of the budget last January, estimated expenditures have increased by 
$1.6 billion and estimated receipts have declined by $3 billion, thus increasing the then- estimated 


deficit by about $4.6 billion. The Bureau of 
the Budget now (November) forecasts Federal 
Government expenditures for the present 
fiscal year ending June 30, 1950 at $43,- 
500,000,000 and receipts at $38,000,000,000, 
leaving a deficit of $5,500,000,000. 

The budget, therefore, presents a formidable 
problem. The most difficult task before us is to try 
to reduce next year’s expenditures to an amount 
equal to or below revenue. The current year is past 
redemption and next year will be too, unless action 
is taken early in the next session of Congress. 
Actually, there has been a great deal of talk about 
the desirability of reducing taxes now to stimulate 
business. But how can we, during prosperous times, 
justify a reduction in taxes, with a $514 billion 
deficit staring us in the face? And if we can’t 
balance the budget, including some provision for 
debt retirement, during these prosperous times, 
when can we do it? 

Here are the main heads of budget expenditures 
this year: 


Billions of dollars 
National Defense iS ee 
(not counting the Atlantic Pact) 

Veterans ... ¥ sciadsliacliadies aces eagles a 
lntemnaticnel elk item aBackindea samen 
Interest on the debt .. IE Pe. Wy 
Agriculture (mostly for subsidies)... sie 2.5 
Social welfare _............. oo 
Transportation and commentogitina. Wb 2.0 
Natural resources 2 ..-...-...-.. 19 
sk. | Seman OeRE IEE CINE  S 
Other expenditures 2 ccccccreceencnnnne 1B 
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The first three ine fle Vessel ea 
International affairs—alone account for $26 billion 
or almost 60 per cent of our estimated expendi- 
tures. Obviously, any budget cuts big enough to 
eliminate the $514 billion deficit must hit those 
three items of spending rather hard. 


Unfortunately, no savings are possible in Interest 


on the Public Debt—a $514 billion annual burden. 


But the other expenditure headings—those ac- 
counting for the remaining $11.7 billion of the 
budget—must also be tapped, if the deficit is to be 
wiped out. 

So much for the budget and its component parts. 
What are some of the difficulties involved in reduc- 
ing expenditures? 

One of the great difficulties in achieving an im- 
mediate reduction of expenditures is due to the 
fact that $18 billion of the total represents abso- 
lutely fixed charges so far as 1950 is concerned. 
These are made up of interest on the public debt. 
veterans’ pensions, contributions to retirement 
funds, and obligations incurred in prior years 
which must be liquidated in 1950. 

Another obstacle is the attitude of the individual 
citizen towards the use of government for his per- 
sonal benefit. 

For many years now we have had a government 
which not only accepted the philosophy that gov- 
ernment should guarantee the welfare of individ- 
uals, but which encouraged group pressure on 
government to improve their status. That this new 
philosophy, when carried too far as it always will 
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be under political pressure, is bluntly destructive 
of our economic and social order, is not understood 
today by vast numbers of people. They do not 
recognize the danger involved. 


Actually, millions of people have grown up un- 
der this new policy. They know no other way. 
They have never experienced the self-reliance of 
past generations. Since an estimated one out of 
every six persons in this country is receiving gov- 
ernment money, some of us here, and our families. 
are on the gravy train right now. 


Looking around, I cannot tell whether we have 
with us today any farmers, fattening on Govern- 
ment price supports; or non-disabled veterans who 
have fed handsomely at the public trough. But 
maybe there are present just a few businessmen 
who have been happy to support a great variety 
of Government programs, not because of the enun- 
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effect which high taxes once had on Government 
spending is not as effective on individual action as 
formerly, because our reliance on Government 
favors is now so great that many of us think that 
we are getting more from the gravy train than we 
put onto it. The common argument heard in 
special-interest circles is: “Sure, the subsidy we 
ask will cost money and ultimately cause taxes to 
be raised, but we get more out of it than we are 
taxed, so why worry?” 

Naturally, this is reflected in the behaviour of 
the Congressmen who represent us. That is why 
most Congressmen can’t favor economy beyond the 
point where it affects a project in their state or dis- 
trict. When the pressure comes in from back home, 
from workers. chambers of commerce, and others, 
feeling that they have been sent to Congress to 
carry out the wishes and desires of their constit- 
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ciated policy of the Government, but because they 
saw in such programs increased orders for their 
companies. 

Perhaps we have with us a publisher, part of 
whose business profits would not exist, but for the 
Post Office Department’s deficit. Indeed, whoever 
subscribes to a magazine or newspaper is a recipi- 
ent of part of that deficit. Since the Post Office loses 
money on its parcel post and other services, all of 
us are concerned with the Department’s deficit. 

Think of the variety of aids which business con- 
stantly asks of government: inland waterways, sub- 
sidies to shipping, subsidies to air lines, funds for 
construction of airports, subsidies to oil and mining 
interests in the form of special tax deductions for 
depletion charges beyond the cost of investments, 
or through silver purchases, tax exemption to the 
securities issued to finance low-cost housing, and 
subsidies to redeem those securities—just to name 
some of thea. 

We all react in a familiar manner when our par- 
ticular subsidy is under discussion. And the braking 
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uents “or else”, they go into action to save the 
affected project. 

Let me just impress you with this one point: 
(with apologies to Abe Lincoln) Some of the 
people may get “something for nothing” all of the 
time, but all of the people can’t get something for 
nothing, through subsidies, all of the time. That’s 
just contrary to economic law. 


During the session of Congress recently ad- 
journed, you may have been impressed by all the 
speeches on economy, by the bills calling for re- 
ductions in this and that appropriation, including 
flat percentage cuts across the board. Yet, when the 
curtain was lowered, that session had achieved the 
unenviable record of appropriating a larger sum 
than any other peace-time session in our history. 
It also passed price supports for agriculture, higher 
than in any peace-time period—supports which 
will cost the American taxpayer billions of dollars. 
Does that sound like Congress believes in economy ? 


We are constantly hearing about the “shortage 
of dollars” abroad—the great desire in other 
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countries to spend dollars which they look to the 
American taxpayer to provide. Frankly, this deficit 
financing at home is the very same thing: groups 
and special interests demanding, from other Amer- 
ican taxpayers, the dollars they themselves want 
and either do not have or do not themselves care to 
provide. What we need in this country today is the 
recognition that the taxpayer, the fellow who makes 
the free enterprise system tick, is the one who is 
short of dollars, and a recognition of the fact that 
we have now reached the point where it is essential 
that we deny, in the best interests of all the citizens, 
the lavish outpouring of dollars to all special- 
pressure groups. 


National Defense 

In January defense expenditures were officially 
estimated at $14.3 billion for the current fiscal 
year. Since then the Atlantic Pact has come into 
being, which means additional burdens on our 
budget. But in November revised estimates put the 
current year’s spending for national defense at the 
reduced total of $12.8 billion, a reduction of $1.5 
billion under the January estimate. If, therefore, 
we get by with the large sum of $12.8 billion in 
1950, exclusive of foreign military aid, why not 
1951? 

The foreign military aid program should be on 
a diminishing scale, and we hope entirely elimi- 
nated within a few years. 

Important military economies have recently been 
made. Others can and should follow. The recent 
drastic order of Defense Secretary Johnson, elimi- 
nating many unnecessary military facilities through- 
out the country, shows what can be done to save 
money. Under political pressure he may be forced 
to restore some of the eliminated projects. There 
is always that risk. But if he is able to make only 
half of his economies stick, it will be well worth 
while. 

The Defense Establishment has a management 
committee working on recommendations for econo- 
mies. Some examples of: these economies are: in- 
activating 34,380 vehicles at a saving of $20 million 
annually, releasing 3,196 chauffeurs, and returning 
recruiting officers to active military duty. The com- 
mittee estimates that it is now developing potential 
savings of $350 million a year, in addition to the 
cuts in civilian and military personnel announced 
a couple of months ago. 

During recent hearings Air Secretary Symington 
testified that, if proper authority were given the 
Secretary of Defense, billions could be saved an- 
nually. More recently Secretary of Defense Johnson 


has stated that by next June he can save $1.5 
billion. 


This confirms what Herbert Hoover told the Con- 
gress. As a result of its investigations, the Hoover 
Commission estimated that there is in our military 
establishment $1.5 billion of absolute waste, which 
could be cut out of the budget without sacrificing 
a dollar’s worth of military safety. 

Any increased requirements, including foreign 
aid, should be met out of savings brought about 
by economies and more efficient operations. 


Veterans 


Veterans’ services and benefits have soared to 
$6,800,000,000 for the current year. They can and 
should be held down to $5,500,000,000 for the next 
fiscal year—a reduction of $1,300,000,000. Many 
of the authorized expenditures, of course, are 
beyond administrative control, but the Congress 
should grant the Administrator of Veterans’ Affairs 
ample authority to regulate the services so that the 
annual cost can be reduced by not less than this 
amount. 


No one here would deny the disabled veteran 
anything humanly possible to make life easy. It is 
hard to understand, however, why it was necessary 
to provide so many things for the non-disabled 
veterans, such as unemployment compensation dur- 
ing a time when there were plenty of employment 
opportunities, payments for tuition and support for 
themselves and their families, while attending col- 
lege, as well as hospitalization and other medical 
care for non-service-connected ailments. This is 
socialized medicine for a favored group. 


Let’s see where the veterans’ lobby may lead us— 
and I speak as a veteran of World War I myself. 
And keep in mind, please, that the number of 
Americans in the armed forces in World War II 
was more than 314 times greater than World War I. 


At present 80 per cent of the veterans hospital- 
ized have disabilities in no way connected with the 
military service; and as their ages increase, the 
potential costs will go up. 

The educational and training benefits, which have 
reached a total cost of $9 billion, have a potential 
of $60 billion, so a Veterans’ Administration official 
advised the Congress. 

During the 31 years since 1918, Uncle Sam has 
paid out for World War I veterans alone more than 
$15 billion; but during only the four years ended 
last June, $21 billion has already been paid out 
for World War II veterans. All World War I vet- 


erans have received during the period since 1918 
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an average of $99 apiece each year. World War II 
veterans have cost us, on the average, about $319 
apiece per annum. On this basis, the latter will 
have cost, by 1976, approximately $160 billion! 
Nor does this total include losses under the loan- 
guaranty provisions of the GI Bill of Rights. 

Where the money is to come from does not 
trouble the petitioners. 

Isn’t it time for us to look around and see where 
we are heading? 


International Affairs 

Spending for foreign aid and the like is intended 
to be insurance against future wars. If it accom- 
plishes this, it will have been money well spent. But 
many persons doubt its ultimate effectiveness and 
are fearful that the whole program already may 
have become an international W.P.A. If so, it will 
be most difficult to eliminate, partly because the 
foreign recipients can think of many reasons why 
the program “must” go on and partly because of 
the “adverse effect” such elimination would have 
on our own economy. 

The ERP must be continued until 1952—we 
promised that—but we hope on a reduced scale, as 
was planned from the start. Whatever we may think 
of ERP and foreign aid, we are in it up to our 
necks. Anyway, the total cost for 1951 should be 
held to not more than $4 billion. 

I am greatly disturbed by the signs that we may 
not be permitted to end aid for Europe in 1952; 
that it or something like it, will have to continue. 
ERP was set up on a definite time schedule, so that 
the recipients could know how much aid, and for 
how long, they could expect it. But already there 
are unmistakable efforts to prepare us for the idea 
that still more aid must go on after 1952—perhaps 
at the rate of $2 billion a year, in all directions, 
to quote Mr. Paul Hoffman. 


Meanwhile we read that plans are being readied 
for a “Marshall Plan” for Asia. 


So, if nothing is done to call a halt, we may 
see the foreign-aid chapter of the budget go on 
and on, rather than diminish and disappear. 


Interest on the Debt 

This, unfortunately, as I have already pointed 
out, is a part of the budget which cannot be cut. 
This year the amount is larger by $250 million, 
because of the change in the method of carrying the 
accrued interest on the accounts of the Treasury. 
But this increase is nonrecurring, so the interest 
on the public debt for 1951] will probably amount 
to not more than $5,500,000,000. 
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Agriculture 

Budgeted expenditures for agriculture and agri- 
cultural resources were, during the last session of 
Congress, increased by about $800,000,000 over 
the January budget estimates. The new total is 
about $2.5 billion, and it is so prescribed as to 
leave the Executive Branch of the Government 
little discretion to economize. All that can be done 
about it now is to insist that the next session of 
Congress cut the subsidy programs back drastic- 
ally. The goal should be a cut to at least $1.5 
billion, a reduction of $1 billion. 


Since price support for potatoes cost $200 mil- 
lion in fiscal year 1949, and since the recent agri- 
cultural act requires rigid supports for tobacco, 
corn, wheat, rice, cotton and peanuts at 90 per 
cent of parity, great savings are possible, if only 
this program is made more realistic. 

Savings should be ferreted out all down the line 
on the farm program front. 


Transportation and Communications 

Transportation and communications now cost 
the Federal budget about $2 billion annually. Dr. 
Charles L. Dearing of the Brookings Institution, 
an expert in this field, calculates that the Govern- 
ment is giving the users of our transportation faci- 
lities alone nearly $1 billion a year in total sub- 
sidies and costs of promotion and regulation. 

Dr. Dearing suggests that substantial savings 
could be made by making the user of transport- 
ation pay more of these costs. 


The deficit of the Post Office Department is in- 
cluded under this heading. This is estimated at 
$500,000,000 this year, to be taken out of the 
government’s general revenues. The postal deficit 
could be eliminated by a drastic reduction of costs 
and increased rates for services not paying their 
way, including insured and registered mail, money 
orders, postal cards, special delivery, and c. o. d. 
mail. 


Many of these eliminations will hit the business- 
man in his profit and loss statement. But is Ameri- 
can business really so feeble that it cannot afford 
to pay its own costs of operation? If so, it should 
get busy and figure out what is wrong with its 
own operations. 

The excess of costs over revenue in the handling 
of second, third and fourth class mail is approxi- 
mately $400,000,000. I'd like to know why those 
services shouldn’t be placed on a self-sustaining 
basis? 

Congress should take immediate steps to make 
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the Post Office Department self-supporting. This 
would save $500 million in next year’s budget. 
Also, it should give the Postmaster General greater 
latitude in making policy decisions affecting his 
Department, in which case he could effect many 
economies, I am sure. 


And Congressmen and Senators themselves should 
help directly by cutting out the franking of political 
and other special-interest speeches and documents, 
just by way of example to the rest of us. 


Natural Resources 

This heading, natural resources, embraces among 
other things a huge expenditure of public money 
under the mysterious moniker, “Civil Functions of 
the Army”. What is civil functions of the Army? 
It is a false front for just old-fashioned political 
“pork”, what we used to dignify with the term, 
“rivers and harbors”. 


Many of you have probably read the articles in 
the Saturday Evening Post and elsewhere about the 
great waste of effort and money that takes place 
when Army Engineers and the Reclamation Service 
of the Interior Department go about their tasks of 
duplicating each other’s work. Others also work at 
cross purposes. I heard that the Reclamation Serv- 
ice advised some of its western users of irrigation 
projects to plant potatoes as a good revenue pro- 
ducing crop, when another branch of the Govern- 
ment was spending $200 million for those products 
under a price-support program. 

In another instance a pressure group requested 
funds to extend irrigation facilities in a certain 
area in California. Upon inquiry as to the purpose. 
it was stated that they desired to bring in additional 
lands for citrus fruit planting. And, yet, we are 
sperding millions to take up the surplus citrus crop. 
Fortunately, in that instance they were turned down. 

The budget’s $1.9 billion for natural resources, 
therefore, even though it includes atomic energy 
and other indispensible research, merits close ex- 
amination in the quest for economies, and should, 


I believe, be reduced to $1.6 billion. 


Housing 
Between January and November, as a result of 
Congressional actions this year, the estimated fiscal 
year 1950 expenditures for housing and community 
facilities jumped from $400,000,000 to $1.5 billion. 
Yet, I read in the Washington newspapers that there 
is likely to be a surplus of apartments in Wash- 
ington and vicinity next year. The same is true no 

doubt of many other places. 
This suggests the possibility of economy under 


this budget heading in the next fiscal year. The 
President should direct the administrative housing 
authorities to hold commitments under $1 billion 
for this heading. This would mean a reduction of at 
least $500,000,000 in the next budget. 


Reorganization and Personnel Economies 

No one is a stronger believer than I in the gen- 
eral excellence of career government workers. The 
large majority of them are conscientious, loyal, 
able and efficient. I do not share the glib advice 
sometimes heard in Congress, that cuts in personnel 
are the means to a balanced budget. This evades 
the real issue. In my opinion, only the elimination 
of functions will materially reduce budget costs. 

All this is not to say that the Government is as 
well organized as it might be. Any large bureauc- 
racy, Governmental or private, is bound to have its 
evils. So there are general savings to be effected 
in this direction as well. 

Senator Paul H. Douglas of Illinois estimates 
that from 7 to 10 per cent of the Federal Govern- 
ment’s personnel is surplus; and that, in addition 
to the savings which their elimination would entail 
—not only in current payrolls but in future retire- 
ment payments—further savings of $250,000,000 
per annum are possible through better personnel 
practices. I am not certain of the accuracy of his 
figures, but I am certain that economies can be 
made. 

We must not overlook the savings possible in the 
adoption of the Hoover Commission recommenda- 
tions. These are estimated at $2.5 billion or more. 
While such savings are no doubt possible over the 
next few years, I doubt that too much can be ex- 
pected for the fiscal year 1951. 


Recapitulation 
Now, let’s recapitulate: the reductions I have in- 
dicated are just about sufficient to wipe out the 
deficit. But this it not enough. The revenues should 
during these times exceed expenditures so as to 
create a surplus for debt retirement. Anyway, if 
we accomplish just these reductions we will avoid 
any tax increase. But to accomplish this, Congress 
must take positive action on several fronts and take 
it early in the next session to be effective on 1951 
expenditures. The savings cannot be accomplished 

by the Executive Branch alone. 


Long-range Suggestions 
Our Government functions under a system of 
checks and balances. In the distant past the tax- 
payers generally relied on the Congress as a check 
against an extravagant Government, but that does 
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not seem to be as effective as previously. Therefore, 
it would seem highly desirable to make some 
changes that will act as checks on the Congress. | 
suggest the following: 

(1) Enact the concurrent resolution, introduced 
in the last session of Congress, which would require 
consolidation of al] appropriation bills into one 
bill; that appropriation bill to be considered by 
the Congress at one time. It should be amended so 
as to require the appropriation bill to be accom- 
panied by a statement showing the effect the passage 
of such appropriations would have on the budget 
submitted by the President. 

While this is not a cure and of itself would not 
relieve the budget of unnecessary large expendi- 
ures, it would forcefully relate total spending to 
revenue and would further focus public attention 
on the large sums being made available by the 
Congress to the Executive Branch of the Govern- 
ment. This may have the salutary effect of causing 
public opinion to bring pressure upon the Congress 
to eliminate many unessentials. 


(2) Declaration of a two-year moratorium on 
new legislation creating any new Government 
function or the expansion of any function already 
assumed. During this two-year period, the Congress 
should devote itself almost exclusively to a re-study 
of all functions taken on during the past quarter 
of a century to ascertain whether they were soundly 
conceived and soundly financed, and whether our 
economy can afford them. After this study has been 
completed Congress should devote the next period 
to a correction of our past mistakes. 


(3) Adoption of a Constitutional amendment 
requiring a record vote in each house of Congress 
on every appropriation and every bill carrying an 
authorization for an appropriation. Whenever a 
budget deficit exists or is indicated, a record vote 
would be required on the question as to how the 
deficit is to be financed. To finance a deficit by 
borrowing, the affirmative vote would have to be 
at least 3/5ths of all the members of each house 
duly elected to serve. 

Perhaps some flexibility should be written into 
an amendment of this kind, to give the Congress 
broader authority during emergencies such as war. 
But if the members of Congress must clearly go on 
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record for or against appropriations or authoriza- 
tions for such, and if there must be a 3/5ths ma- 
jority vote in favor of deficit financing, it would 
doubtless affect their actions. 


The Constitutional amendment would, of course, 
take time to achieve and could not become effective 
for a period of several years. In any event, the 
road back to sanity in Government expenditures 
is bound to be a long one. 


Conclusion 
We live in a great country. It still has wonderful 
possibilities. It has been strong enough to stand 
a lot of abuse. But I am afraid that if we continue 
on the present path, the time will come when it 
will reach the breaking point. 


To arrest the present dangerous trend requires 
a change in attitude of the people and business 
interests. They will have to be taught again to be- 
lieve that they must rely on their own ingenuity 
and not constantly look to Washington to assume 
their burdens. Pressure groups must be convinced 
not to press in Washington projects not in the 
interest of the taxpayers as a whole. 

What I am saying, I repeat, goes for business as 
well as other pressure groups. We need fewer nar- 
rowly selfish pressure groups, and more pressure 
in the interest of economical Government. Each of 
us here can be a one-man committee to that end. 
With all of our power and influence we must guard 
against traveling any further down that road which 
has been carrying Great Britain toward national 
disaster. 


I shall close by reading you a quotation which 
someone handed me a few days ago, a statement, 
I believe, from a London paper. 


“In England, there is no incentive to bold under- 
takings. Today it is safer to be a bureaucrat than 
a maker and the young men know it. Socialism is 
competition without prizes, boredom without hope, 
war without victory and statistics without end. It 
takes the heart out of young men. It is not only 
politically false but morally destructive. Thus the 
fundamental fallacies of socialistic tenets and the 
utter futility of cruel and costly socialistic experi- 
ments, gradually are being exposed—the hard 
way. 
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